
Customer Services
Charge-back Model

The following model documents policies and rate setting methodology for the
Information Technology Group. The Information Technology Group (ITG) provides
integrated, centralized data processing data communications and
telecommunications systems and services. These services are for shared use by state
and other governmental agencies as authorized by Alaska Statutes. The State of
Alaska signed the comprehensive telecommunications service agreement on
December 10, 2001. This partnering agreement stipulates that ACS operates and
maintains the State’s telecommunication network. 

The state identified the following reasons for implementing charge-back:

• Encourage users to utilize Information Technology Group efficiently by providing
them with timely financial and technical data to empower cost effective decision
making processes.

• Utilize the State of Alaska’s demand to obtain economies of scale advantages
whenever possible, to provide effective and efficient use of information resources.

• Identify and assess the State of Alaska’s costs, expenditures and funding sources
involved in providing and using Information Technology Group.

• Establish cost recovery methods for Information Technology Group that are
consistent with the needs of information service providers and users, with the
requirements of state control agencies and the federal government, and which
will facilitate predictable levels of funding for the future acquisition of centralized
information resources.

• Improve and maintain communications with the Office of the Governor and the
Legislature to ensure that the Information Technology Group needs of the State
of Alaska are recognized and adequately addressed.

• Maximize the use of funding from external sources for Information Technology
Group services, including the federal government.

The state utilizes the following stratagem when developing rates for its
services:

• Service rates must reflect the actual costs of providing the service, including both
operating expenditures and depreciation on existing assets to accumulate cash
for future asset replacement.

• Rates include the total cost of provisioning for the services, including direct and
administrative/support costs.

• The budget impact to ITG customers should be relatively stable from year to
year, provided usage is also stable.

• If changes to either the rate for services or the method for calculating those rates
should result in major funding shifts or shortfalls, every effort will be made to
hold user agencies harmless.

• Rates will be set to prevent either an accumulation of resources or deficits over
the longer term, this may include rate adjustments during a fiscal year and/or
the roll forward of prior period net gains and/or losses in the Information
Technology Fund.

• Whenever possible ITG will adjust mainframe rates to absorb variations in
computer usage.



• ITG will develop rate methodologies that take into consideration the ability to
project customer usage, and eliminate to the extent possible the undesirable
budget impacts.

• ITG will take advantage of economies of scale whenever possible to provide the
best value to the State of Alaska.

• ITG will budget its resources to obtain economical and efficient goals.
• ITG will adhere to long-term plans related to the use of technology made by

interdepartmental task groups under the guidance of the Telecommunications
Information Council (TIC).

Use of Internal Service Funds

Internal service funds are used by state and local governments to account for the
financing of goods and services provided by one department or agency to other
departments or agencies, and to other governments, on a cost-reimbursement basis.
The use of internal service funds is not required by generally accepted accounting
principles. However, the following factors have been identified as benefits obtained
from using an internal service fund to operate cost-reimbursement services:

• Internal service funds provide the ability to accumulate the total cost of each
activity.

• Internal service funds provide ease in costing and pricing services.
• Internal service funds allow for the accumulation of resources for equipment

replacement.
• Internal service funds more effectively claim administrative and support cost

reimbursement from grant programs.

During the 1990 Legislative session, the Legislature established the Information
Technology Group Fund (ITG) in the Department of Administration and classified it as
an internal service fund (ISF).

The state has made the following policy decisions in regard to rate setting:

• Rates are approved by the Office of Management and Budget (OMB) on an annual
basis for inclusion in the next budget.

• Prior period adjustment for net income/(loss) is determined by comparing
expenditures and transfers charged to a service center to revenues received for
that service. Any over or under recovery is rolled into the next rate calculation
and the subsequent two years equally.

• Whenever possible incentives will be applied to rates to encourage cost effective
use of time and resources. Rates for mainframe services set for prime time (8:00
am to 5:00 pm) are higher than rates for non-prime time (5:01 pm to 7:59 am).

• Equipment costing in excess of $5 thousand is included in rates in the form of
depreciation expense. Equipment costing less than $5 thousand will be
considered part of the normal operating expenditures.

• Whenever possible ITG will provide agencies with usage information to aid in the
management of budget resources.  Agencies exceeding their charge-back budget
authority will not be denied access or usage of services provisioned for by ITG, as
this would not be in the state’s overall best interest. ITG may, however, impose
certain limitations upon the agency to minimize negative consequences.



• Personnel costs and other charges will be incorporated into the rates as available
through budget instructions, including any OMB budget reduction targets. In the
absence of budget instructions, information used for budgetary planning purposes
will be used.

• New services developed and offered after rates have been calculated for a period
will be assessed for that period of time based on ITG’s best estimate of the cost
to provide the service; this rate will remain in effect until the next rate review.

The state has the following methodology in regard to rate setting:

Projected Costs by Cost Center

ITG utilizes cost accounting practices to collect and project costs for services. In the
State’s accounting system collocation codes (CC) primarily identify the manager
responsible for services identified by ledger codes (LC). The combination of CC and
LC provides ITG with the basis for analysis of revenues and expenses by service.  All
transaction processing must identify both a CC and a LC. ITG prepares internal
management reports to monitor actual revenue and expenditures as compared to
budgeted amounts. ITG’ managers periodically review these management reports to
determine appropriate action to correct for any material differences from budgeted
amounts. 

Costs are grouped by readily identifiable services initially identified as
telecommunications, computer service or administrative and support costs. Costs are
then identified by services within each of these categories. Cost centers accumulate
costs by account codes for personal services, travel, contractual, supplies, equipment
(less than $5k), and depreciation (equipment greater than $5k). 

The first step in projecting costs for future rate setting purposes is to review existing
costs by service. The review is preformed with respect to established strategic
and/or budgetary goals and how these affect existing expenditures. Reports on ITG
personnel time-keeping records are prepared and distributed to the appropriate
manager for updating. Managers review and update the percentage allocation of
staff’s time by LC/CC for all PCN’s in the Position Control Authorization System. Total
costs for each PCN is projected for the rate setting period, including benefits,
employer taxes, anticipated cola and other known or anticipated factors.  

The next step typically involves ITG’s accountant meeting with each manager and
reviewing all relevant transactions, by service, by account to project costs. This
includes but is not limited to a review of professional service contracts, hardware and
software maintenance agreements, fixed cost sheets, other contractual obligations
and projecting depreciation on capital expenditures. ITG’s accountant will also take
into consideration all cost center transfer types of transaction, to “true-up” the cost
of provisioning services. For example, the base mainframe cost center also supports
disk and tape services and is a true cost of provisioning these services. Additionally,
base is the foundation on which all mainframe services are provisioned. As a result
once indirect costs have been allocated to base, its costs are then allocated to the
remaining mainframe cost centers. 

Administrative and support costs are collected by nature of their occurrence. Costs
that are not directly attributed to specific computer services yet provide
administrative and support functions to it are charged to indirect computer services.
Similarly, costs that are not directly attributed to specific telecommunication services



yet provide administrative and support functions to it are charged to indirect
telecommunication services. Finally, costs that are not directly attributed to either
computer or telecommunication services, yet provide, administrative and support to
ITG in general are charged to Indirect Management. Indirect management costs are
then allocated to indirect computer and telecommunication services on the pro-rata
basis of budgeted full time positions in each. The last step is to then allocate indirect
costs to direct services on a pro-rata basis.

As stated earlier, “rates will be set to prevent either an accumulation of resources or
deficits over the longer term, this may include rate adjustments during a fiscal year
and/or the roll forward of prior period net gains and/or losses in the Information
Technology Fund.” The ITG Accountant maintains an income/(loss) roll forward
analysis by; year net income/(loss) was incurred for both projected and CAFR
amounts, the years net income/(loss) is allocated to, and a true-up between
projected amounts and CAFR amounts. This is tracked for all services and included in
rates for the purposes of accounting for prior period over and/or under collections.
The current roll forward methodology as approved by our Federal Negotiator requires
two years to affect the rates, and is allocated 1/3 to each year for a total of three
years.

The ITG accountant documents the processes of identifying direct projected costs,
making appropriate transfers to true-up costs, allocating indirect costs, factoring in
roll forward amounts, and the resultant total cost to be collected through charge-
back rates by cost center. These amounts provide the numerator to be divided by
the appropriate denominator to compute rates.  

Denominator by cost center – Computer Services

For mainframe computer services usage history is provided by reports from the MICS
software program job related billing data. MICS records each agency’s usage at the
project, division, region and department levels. Each mainframe cost center has its
own service unit for measuring usage. For Batch, ADABAS, CICS, TSO, Roscoe and
DB2 CPU seconds provides the basis for measurement for both prime time and non-
prime time usage. Disk is based upon megabytes used per day. Tape is based on a
monthly charge per tape for all tapes listed in the tape management system. Print
charges per foot for printing. 

Beginning with state fiscal year 2004 ITG will utilize a predictive MICS usage value
for each agency for rate calculation purposes. The goal in utilizing a linear trend for
all mainframe services and taking into consideration other known usage variations,
provided by customers or otherwise known by ITG, is to eliminate unfavorable usage
variances. By alleviating mainframe rates from being based upon existing usage at
the time rates are set, ITG builds into the rates setting process changes in
mainframe service usage and thereby compensates for over and/or under collection
for mainframe services. 

Open systems rates for task orders, mid-tier rack servers, Tivoli Storage Manager
(TSM) and the computer services enterprise productivity rate (CS EPR) each have
unique characteristics.  

• Task order rates are set based upon history of scaled contract amounts
and the percentage of orders encountered for each range. Based upon the
scale ITG charges a flat percentage of the task order amount. 



• TSM rates are based upon the expected capacity of storage available and
the cost to provision for it. The amount of total capacity utilized is
estimated for purposes of rate development. Starting in FY 2003 TSM
billing is performed through the MICS monthly billing process. 

• Mid-Tier rack managed hosting services are provided under a dedicated-
resource, fixed-fee rate model.  The annual fee includes estimated
personal service costs, direct software licensing and support costs,
depreciation for the server and a proportion of the fixed infrastructure
(rack, network, space, power and cooling). Categories of hosting services
have been defined for Windows, Linux, and Terminal Servers.  Personal
service costs vary slightly by category because experience has shown that
some environments (especially Terminal Servers) are more amenable to
"mass production" and therefore require less ITG staff resources.
Contractual costs are higher for Linux servers because ITG's support
contract with Red Hat is shared among fewer servers than our equivalent
contract with Microsoft.  Depreciation is highest for Terminal Servers, and
lowest for Linux servers, due to differences in the cost of initial software
licenses purchased with the machines. For each SLA, actual hardware
purchase price is inserted in the formula in place of the averages
published in the rates, so in some cases actual rates differ slightly from
published rates. The individual cost items that go into this charge-back
model are reviewed and adjusted annually.  Overall costs have declined
steadily over the three years that this class of service has been offered,
and when rates differ from published rates they are generally lower unless
the customer has very unusual requirements.

• Starting in fiscal year 2004, ITG will access the new computer services
enterprise productivity rate (CS EPR). This rate represents an allocation of
open system’s common infrastructure costs to state agencies based upon
budgeted full-time positions. The CS EPR in effect recognizes the
importance of technology in conducting State of Alaska business on a daily
basis. The nature of basic infrastructure services eludes a typical usage
based rate methodology. However, without such infrastructure the State
of Alaska would not enjoy many of the efficiencies necessary for
conducting daily business. Effective for fiscal year 2004 the following
services are included in the CS EPR: software development, workplace
Alaska, DB2 mid range, My Alaska, and enterprise applications. Prior to
the CS EPR these costs were grouped with Base mainframe services and
allocated to the remaining mainframe cost centers.  

These services were identified as appropriate for inclusion in the “CS EPR” group
based on one or more of these criteria:

• Agencies use the service on a global basis, it would be prohibitively expensive
to institute direct usage-based rates, and it is part of the basic common IT
infrastructure for any large, modern enterprise.

• The costs for the service have historically been transferred to the mainframe
using community but the service is used by all agencies.

• The service is significantly more efficiently delivered on a centralized basis by
capturing economies of scale and eliminating cost-incurring technology
incompatibilities. Charge for the service on a per-PCN basis will encourage



agencies to use the service and discourage them from duplicating IT
capabilities that increase costs for the state government overall.

• It is a new, strategic statewide service or software infrastructure that enables
multiple agencies to deliver improved services to the public or capture
internal efficiencies they would otherwise be unable to accomplish
independently.  

Software development includes internal software supports needed to integrate
internal platforms for ITG. They comprise systems related to the new TPA, including
programming services for the emerging Voice over IP architecture, AVVID, XML
development for the new phone systems, the new IVR systems development and the
IPCC (Internet Protocol Call Center). Other services include development and support
of enterprise services such as Credit Card Transactions, Electronic Funds Transfer,
myAlaska maintenance and support, Web Services related to LDAP and Tamino
support. Software tool licenses include the use of Entity Relationship Diagramming
tools, Integrated Development and Object Modeling tools in direct support of the
products listed above. 

DB2 Mid-Range is a shared, non-mainframe windows server and software platform,
primarily used by the OMB ABS budgeting system. Other users include APOC and
Mobius Document Direct. 

Work Place Alaska services include the software utilized by the division of personnel
to perform many of the human resource tasks required by the State of Alaska.

Domino Notes the primary application running on this platform is Lotus Notes, used
by Workplace Alaska. Two other applications run on this server: Online Public Notices
and the ITG Task Order Application. 

MyAlaska is a project to create infrastructure for web commerce applications
enabling electronic signature and identity “management” for residents of Alaska and
current or former Alaska public employees. Although this project will result in a ‘one
stop shopping” portal for presenting the State’s web presence to the general public,
it’s most important short term feature is to enable secure online business processes
that require signature certification and verification of identity. Immediate usage will
be application for permanent fund dividend and Retirement & Benefits. Numerous
future applications are envisioned, including automation of the State’s internal
administrative procedures such as travel and timesheet preparation.

Enterprise Applications is a “catch-all” category including; help desk, security,
planning studies, collaboration server, management and operation of enterprise
internet services infrastructure including the state's class B IP address ranges, DNS,
FTP, the primary state web presence, web use statistics, searching and content
management, a state web portal, online public notices, and network security. 

Telecommunication Services – Enterprise Productivity Rate

The Telecommunications Partnering Agreement (TPA) signed on December 10, 2001
caused ITG to re-engineer rates used to recover the costs for telecommunication
services since costs under the new contract did not fit the old rate structure. 



On September 13, 2002 OMB approved ITG’s new telecommunications enterprise
productivity rate (TC-EPR). The TC-EPR covers services that provide for the basic
infrastructure in the converged environment, and do not work well with traditional
billing methods. The rate methodology is based on the fact that telecommunication
services are required for most state employees and that this must be recognized as a
cost of doing business in the progressive world of state government. The TC-EPR
provisions for infrastructure services including Internet access, wide-area network,
video conferencing equipment and usage, SATS microwave, security, messaging, ITG
administrative/support costs and depreciation expenses. The TC-EPR was
retroactively approved for FY03 after the budget cycle was completed so agencies
could immediately understand the new costs and savings of the agreement and rate
structures. 

ACS will bill the TC EPR at a departmental level, on a quarterly basis, in advance.
Each state department is responsible for allocating the TC EPR expenses within their
respective departments for payment processing. 

TPA Directly Provisioned Services

Telecommunication services provisioned directly to state agencies as a result of the
TPA, will be billed contract rates directly to the customer by ACS. These services may
include, but are not limited to: telephony rates for line, equipment and voice mail,
dial-up, teleconferencing, telephone service requests (IMACDS’s), satellite phone
service, wireless phone service and paging. Services provisioned by
telecommunication services providers other than ACS (third party providers) are to
be sent directly to ACS for re-billing to state agencies at contract specified rates.
Certain third party provisioned services may be consider outside the scope of the
contract and passed through to the agencies for payment, including but not limited
to directory advertising, directory assistance and circuits for services other than the
state wide area network. 
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